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WASHINGTON, D.C. 20220
_ September 24, 1982
State Dept. review completed

CONFIDENTIAL '
(With Secret Attachments)

MEMORANDUM FOR THE VICE PRESIDENT
THE SECRETARY OF STATE
THE SECRETARY OF DEFENSE
THE SECRETARY OF AGRICULTURE
THE SECRETARY OF COMMERCE
THE DIRECTOR, OFFICE OF MANAGEMENT
AND BUDGET. '
CHAIRMAN, COUNCIL OF ECONOMIC ADVISORS
{ ASSISTANT TO THE PRESIDENT FOR
NATIONAL SECURITY AFFAIRS
ASSISTANT TO THE PRESIDENT FOR
POLICY DEVELOPMENT
UNITED STATES TRADE REPRESENTATIVE
JBIRECTOR OF CENTRAL INTELLIGENCE
ADMINISTRATOR, AGENCY FOR INTERNATIONAL
DEVELOPMENT

SUBJECT Senior Interdepartmental Group on
- International Economic Policy (SIG-IEP)

Attached are papers for the SIG-IEP meeting which will be
held in the Roosevelt Room of the White House, September 28,
1982, at 1:30 PM:
Agenda Item 1 Polish Debt Situation

Agenda Item 2 Options Paper: Private Sector
Initiative for Poland

Agenda Item 3 Review of Status of December 23,
- 1981 Allied Sanctions on Poland

Agenda Item 4 U.S.-India Economic Relations

pavid E. Pickfordg ; |

Executive Secretary

‘Attachments

CONFIDENTIAL
(With Secret Attachments)
. o ) Classified by S. J. Canner
INSC review completed.| - Review for Declassification

on 9/24/88
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Polish Debt Situation il -

Summarz

- During the 1970's the Poles borrowed heavily from the west
in an effort to accelerate their economic development. Their
efforts did not succeed and bv 1981 they were unable to meet
their hard currency debt service obligations.

== The official creditors rescheduled 90 percent of the prin-
cipal and interest payments due them in the last three quarters
Oof 1981 over an 8 year period including a four Year grace period.

The banks rescheduled 95 percent of 1981 principal payments over
the same time frame. v _ ’ _

- The Poles have met all the conditions of the 1981 bank re-
scheduling agreement: the 1981 interest payments, the 5 percent
of principal that was not rescheduled but instead was deferred
into 1982,* and the interest charges levied on the rescheduled
amount. : :

- In contrast, the Poles have not fulfilled all the conditions
of the official rescheduling. The U.S. Government for example,
has received only $16 million of the $42 million that was not
rescheduled and due to be paid.

- The official creditors have refused to enter into resched-
uling discussions with the Poles regarding their 1982 debt
service obligations until the GOP meets the three political
pre-conditions agreed to by NATO allies. .

=— ~ Western banks have negotiated a 1982 rescheduling with the
GOP along the lines of the 1981 agreement. They also agreed to
Sset up a separate short-term trade facility which provides short-
term funds out of half of the 1982 interest payments made by the
Poles. - -

— At a tour-de-table of the Paris Club last week, the official -
creditors indicated that were not receiving full payment on the
non-rescheduled debts. They agreed to a creditors only meeting

on October 25-26 to review Polish performance under the 1981
rescheduling. o ‘ : -

= The Kasten and Helms Amendments prohibit the USG from honor-
ing its guarantees to banks on Polish debt unless a monthly
waiver is provided to the Congress by the President, indicating
that it is in the national interest not to declare Poland in
default. Two such waivers were sent by Secretary Shultz to whom
the authority was delegated by the President. :

* Theilast installment of this amount is due in November 1982.
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Background .

Beginning in the early 1970s, the Poles financed a large
portion of their economic growth by borrowing from the West,
enjoying relatively easy access to Western capital markets.
As their development plans began to falter, they became less
able to service their debt. '

In 1972, Poland's gross hard currency debt totaled $1.6
billion. 1Its debt service, consisting of $200 million of prin-
Ccipal and $74 million of interest, amounted to only 15% of its .
foreign exchange earnings from exports of goods and services to
non-Communist countries. Poland's imports from non-Communist
countries exceeded its exports to these countries by $1.3-$3.3
billion annually between 1973 and 1979 as the authorities con-
tinued to pursue their development program. By 1979, Poland's
external hard currency debt stood at $21 billion and its debt
service ($3.6 billion in principal and $2.2 billion in interest
payments) equalled 92% of its hard currency export earnings.

By mid-year 1981, Poland's hard currency debt stood at approxi-
mately $26 billion. It owed roughly $20 billion of this to 16
Western countries, $11 billion to official creditors or guaran-
teed by them, including $1.9 billion to the U.S. Government; and
$9 billion of unguaranteed debt to private banks, including $1.3
billion to U.S. banks.

.Developments in 1981

At the beginnihg of 1981, it was estimated that Poland

‘would require some $11 billion in hard currency financing to

cover its projected trade deficit for 1981 and to service its
debt. Poland was clearly not in a position to raise such sums
and on March 26, 19€1, Poland notified its creditors that it
would no longer be able to guarantee payment of its external

- debts.

The governments and private banks responded to the Poles by
agreeing to enter into debt rescheduling negotiations. Separate
debt rescheduling exercises were organized by the official and
private creditors. Fifteen official creditor nations (later
increased to 16 with the addition of Spain) concluded negotia--
tions with the Government of Poland and a multilateral debt
rescheduling agreement was signed in Paris April 27, 1981. This
agreement served as an umbrella agreement for subsequent govern-

. ment-to~-government agreements to reschedule 90% of Poland's debt

service obligations to these creditors of both the principal and

" interest falling due during the last three-quarters of 1981.

These obligations, totaling $2.4 billion, are to be repaid during
a 4-year period beginning in 1985. 1Interest on the rescheduled
debt is to be charged during the grace period, 1981-1985. The
U.S.-Poland government-to-government agreement for rescheduling

$380 million was signed on Aggqst 2?, 1931. ‘
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Western banks, moving on a parallel track, established a
consortium to negotiate a debt rescheduling agreement with the
Polish Government by September. The consortium reached an ad
referendum agreement with the Poles for rescheduling 95% of the
principal ($2.3 billion) of their debt falling due during April-
December 1981, over 8 years, including a 4-year grace period.
The consortium of Western banks also set a pre-condition for
signing the document, namely that Poland pay all of the 1981
interest-an estimated $700 million-which fell due in the last 9
months of 198l. The Poles were unable to fulfill this condition

‘until May 1982.

The interest rate charged by the banks on the rescheduled
debt was 1 3/4 percent above LIBOR. These interest charges are to
be paid over the life of the agreement, including during the
grace period. The banks also levied a 1% signature fee -~ $27
million -- which they collected when the agreement was signed.

Payment of the 5 percent of principal -- about $160 million
—-- that was originally due in 1981 was subsequently postponed
until 1982 when it was to be paid in three equal installments
beginning in May.

Developments in 1982

A. Official Creditors

On December 13, 1981, the Government of Poland declared a
state of martial law. In January 1982, Poland's official credi-
tors decided not to enter into discussions to reschedule Poland's
1982 debt service obligations due them until the GOP: 1) ter-
minated martial law; 2) released the prisoners; and 3) entered
into substantative negotiations with the Church and Solidarity.
They reaffirmed this agreement in August after reviewing the

- political gestures announced by General Jarulezski on July 22,

1982, celebrating the 35th anniversary of the installation of
the communist reqime in Poland. Notwithstanding their reaffim-—
ation of the three political pre-conditions for rescheduling

~ discussions, European Governments indicated their willingness

to proceed with technical talks on Poland's debt.

: ~ At a tour-de-table of the Paris Club last week, it was
duly noted that the Polish Government has not completely fulfil-

“led its obligations under that agreement. The U.S. Government,

for example, has received only $16 million of the $42 million that
was not rescheduled but due in 1981. Other governments have also
not fully collected the non-rescheduled 1981 debt service obli-
gations due them. It was agreed that there would be a creditors

only meeting on October 25-26 to review Polish performance under

the 1981 rescheduling. (For calendar year 1982 Polish debt
service obligations to the U.S. Government total an estimated
$340 million.) . .~ . T e e -
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B. Western Banks

The Poles are current on their obligations to western banks
under the terms of the 1981 rescheduling agreement. They have
1) made all the 1981 interest and signature fee payments necessary
to implement the agreement, 2) paid two of the three installments
on the 5 percent of principal that was postponed into 1982 when
they came due (the third installment is due in November), and 3)
are apparently current on the interest payments on the rescheduled
debt. The western banks and the GOP have also agreed to terms on
a rescheduling of Poland's 1982 private debt service obligations.
The rescheduling terms are essentially the same as in the 1981 .
agreement: 1) 95 percent of principal -- approximately $2.2
billion -~ is to be rescheduled for 7 1/2 years including a four
Year grace period; 2) the remaining 5 percent is to be paid in
two installments in 1983. 1982 interest payments falling due
between a) January and April 1982 are to be paid on October 20,
1982, b) May and August 1982 are to be paid on December 20, 1982,
and c) September and December 1982 are due March 20, 1983. There
is a 1 percent signature fee and. the interest charge on the
rescheduling is again 1 3/4 percent above LIBOR. '

The banks and the Poles also arrived at a separate agreement
regarding the provision of a trade facility. - Western banks will
make half of the 1982 interest they collect available to the
Poles in the form of 6 month loans to finance exports to Poland
from the banks' home country. As these loans are repaid they can
be rolled over. An interest rate of 1 1/2 percent above LIBOR
is charged on these new loans. This trade facility will expire
in one year but can be renewed for a second and again for a
third year.

The signing deadline for these two agreements has been set

" for October 20, 1982.

The above agreements only cover the non-guaranteed portion

- of Poland's debt to western banks. As for the cCC guaranteed debt,

CCC has made payments, totaling $254 million, to U.S. exporters

and banks through September 22, 1982. In addition, $273 million
due CCC during the first eight months of the calendar year under
the direct credit program has not been paid. L .

CCC'sbexposure in subsequent fiscal years is as follows

. {(amounts in millions):

ﬂ ,_ Fiscal Year " Direct Credit Guarantee“Progréms’
1983 $75.7 ’ o $373.7
1984 : I . 223.8

1985 - C L 9.0

L
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C. Kasten Amendment

The Urgent Supplemental Appropriations Act (P.L. 92-216)
enacted July 18, 1982, contained an amendment (Section 205) intro-
duced by Senator Kasten, which prohibits the Commodity Credit
Corporation or any other U.S. agency for the remainder of fiscal
year 1982 from paying funds to cover guaranteed or insured loans
to Poland unless 1) Poland is declared in default or 2) the
President reports monthly to the Congress that such payments
serve the national interest of the United States. The President
delegated the reporting responsibility to the Secretary of State,
who, after consultation with the heads of interested Executive
agencies, has filed reports for July and August (August report
attached). The amendment expires September 30, 1982, and will be
replaced by a similar amendment sponsored by Senator Helms.

Papers are in process to seek delegation of Presidential authority
to the Secretary of State to report monthly to the Congress for
FY .830' ) |

Attachment ‘
Secretary Shultz letter on Kasten Amendment ‘ -
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...+ . THE SECRETARY OF STATE
S :"WASHINGTON

o

nIcm. , ', ' | September 9, 1982

- § .
D -
P =
‘ E Dear Hr. Presxdent--
s/s : ~
S/s-8 _ .. This report is submitted in accordance’ with Section 205 T
T™B =~ of the Urgent Supplemental Appropriations’ Act of 1982, Public
. EB  _. . Law 97-216. Section 205 requires a monthly report be submitted
-# . to Congress explaining the manner in which the national .
-++L T interest of the United States has been served by payments made K
| §g§r; - during the previous,sonth to private individuals or corporations ¢

4 v in satisfaction of assurance agreements or payment of loan
- - .. - guarantees entered into by any agency ox corporation of the =*--.
. - = "' United States Govermment with respect to loans made and.. "~ "> _°°
-7 " .= - credits extended to the Polish People's Republic, in the. - T
i 2bsence of a deéclaration that the Polish People's Republic-is

e in default of its debt_tqﬁsu;h.;ndlyzduals og.porpprgggggs:,. -

Ca i ad »uﬂ .

~ During the month of August, the Commodity Credit Corporation
- (CCC) made payments to the U.S. creditors on credits guaranteed
ST by the CCC on which payments had not been .received from the -
' Polish People's Republic. Tﬂé'natgonal interest has been
- - .served by making these payments ip the absence of a declarat;on o
T of default for the following reasans:
1. Continu*ng to insist that Poland pay its debts to the’
""" West in a timely manner is the best way to keep pressure..: .
. - ‘on the Polish Government. Keeping the pressure on Poland
_.. - 77 "has generated a net financial flow from Poland to the - __
o 55_’" ‘West. .The drain on the Polishi economy, together with ouri-
- economxc sanctzons, is forcing the Jaruzelski regime to - 'fﬁ-
“.pay a heavy price for -the suppression .of human rights and.'\
freedom in Poland. By contrast, a declaration-of: default d
“at this time would be.contrary to the natzonal.interest 3 {
of the-Unxted States, as it could lead to an illegal ';:'fr
repudiation by Poland of its debt obligations, ‘and = f'_ H
;-thereby reduce'“thé f£inan®ial™ pressure.  Since: Poland’ e R
“becomes indebted to the U.S. Government agencies in the ". -l
.amount of their payments to the U.S. creditors, a decla- T
-.ration of default would thereby reduce the likelihood ~ ~-.
vthat the U,S.-Government uould .recover these amounts from.“.

- - - . L3 4
S, e . - o oX et o d o _. _. .44 ‘:B-
: :'-’-',-' L, t" "‘*"“ s Teram e -‘_o-'z':' -f~7 == -"r- R et

moer e e

T -
‘—.

er very 0y

|

lfb-' . . e v

S .‘...t- -r- --‘_._.‘ [ ._—- o Leeme | _,.,._.‘_"; e

:;A-Not declaring default at: this time -is- consistent w;th a. T
—multilateral approach towards Poland and the.SovieE’Unron I

o,
- F A G T PR
COERS o« e - ]

The Bonorable--'J Ny
;f;:&~ George Bush, . - : .
e _'QJQEﬂff“” = - - -pPresident of the Senate.rrw- , = .
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adopted by the United States and its NATO allies. Such a
coordinated approach Strengthens the effect of our pol;cy
toward Poland, promotes Allied unity and best serves the
national interests of each Western country. At pPresent,
the consensus among our NATO allies is that our mutual
interests are best served by not declar:.ng a default at
_ this t.une. : . : . .
T ,_- - : .-.-Q et m e o s.mcerely yours, A e e e e
. . o T e 5-\./ %")f S
toa - L ¥ T ...-"'-.«: George P. shultzh _ ....-"
. .-,- - .= - " oLt
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Options Paper: Private Sector
Initiative for Poland

Issue

SIG guidance is required on a staff proposal that a
Presidential Commission be established to spearhead a private
Sector assistance program for Poland -- with primary emphasis on
technical and economic assistance for agriculture.

Funding for the initiative would be derived from two sourcésii'

(1) Private sector donations. (The Commission would desig- -
nate an organization to conduct a fund raising drive and to
receive donations.)

(2) The U.sS. Government's holdings of zloty funds for in-
country use. ,

In addition, after the Commission had devised a private
sector assistance program, and determined how much assistance
was needed, if any, the U.S. Government would consider rendering
government funds. ’

The President will meet with Polish Cardinal Glemp on
October 15, 1982, at which time we expect the question of
humanitarian aid and a U.S. response to the Church's $2.02
billion proposal for aid to the Polish private sector will be
discussed.

Pros and Cons

Those who are in favor of the proposal argue that:

—- it supports the Administration’'s policy of providing
~ humanitarian assistance to the Polish people; C

== it would strengthen, over the long-run,'Poland's private
agricultural sector and help to moderate the Polish Government's ‘
domestic policy; . o ’ : IR

-- it would send a‘signal to the Polish Government without
compromising the integrity of our sanctions; : .

g == it would engender.a positive imagé of American flexibility;
~which would put the Polish Government on the defensive and bolster
our position vis-a-vis our allies; and : :

. == it would be welcomed by the Polish American Community and
the Church as consistent with the Polish Church's own ' .
recommendation for a five-year, $2.02 billion recovery plan.

. orwmieoClassified by M. E. Leland -
“° SECRET ' Review for Declassification
(entire text)on 9/24/90 : L
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Those who oppose the proposal argue that:

-~ the proposal is not well-defined with a clear set of
objectives and lacks a precise plan to achieve those objectives;

=~ Poland's immediate humanitarian needs cannot be satisfied
by a broad long-term economic plan designed to restructure its
- private agriculture sector;

-- using zlotys does not provide resources;

, -- resources therefore must come from the private sector for
which there is little certainty, or from the Government, in which
case the plan would no longer be private; _

-- moreover, the Polish authorities would see this as Western
propaganda and would not allow the scheme to succeed;

-~ even if some resources did reach Polish farmers, benefits
would also accrue to the State agricultural sector, which is
supplied in part by the production from the private agricultural
sector; and

==- our allies have not been consulted and there are no
indications of what their reaction would be in the wake of our
sanctions against their firms. :

Discussion

There areAseveral points which need to be taken into account
in evaluating this propousal:

(a) Clarification of objectives: We need to determine
whether the scheme is designed primarily as humanitarian or eco-
nomic development assistance. We have already provided $41

-million in PL-480 Title II assistance in FY 82 (for CARE and
Catholic Relief), and $40 million for FY 83; we have also ear- K
marked $5 million for Project Hope in FY 83 for medical assistance
to Poland. There are no plans for providing Government funds for
this proposal and, indeed, should we do so the scheme would lose
its private character. - .

"~ (b) Funding: This is uncertain and poses several dilemmas:

--- We have approximately $29 million worth of zlotys
which could be used to finance expenses denominated in zlotys. )
The use of these zlotys requires agreement by the Government of
Poland, which we have yet to obtain. . . C

o .7 .7 SECRET
o Te . L. ¢ (entire text)
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== The authority to use these funds for this purpose
expires at the end of this fiscal year. If Congress does not take
action to extend this authority in the continuing resolution now
- under consideration, it will have to do so in a permanent
appropriation (probably before December 15, 1982).

== Substantial sums of money will be required if the
effort to restructure private agriculture is to succeed. There
is no assurance that the private sector can raise such amounts.

LT e If private sector funding were inadequate, then the
. Government would have to provide funding to insure its success.
There are no budget provisions or plans to do so but if there
were Government funding, the program could truly not be deemed
" private. :

, (c) Timing: It has been proposed that we announce and
explore this proposal in conjunction with the Glemp visit on
October 13-15, 1982, As an alternative, we could also consider
developing it for possible use in response to positive
developments in Poland if all other allies would join with us.

(d) Political Impact (See State Paper Attached)

== Allied reactions would depend on:

° whether the initiative were perceived clearly as
humanitarian assistance and not indirect balance of
payments support for the Polish Government that would
undercut Western sanctions; and

° how the idea was presented. . (An initiative to help

' the Polish private sector specifically could be
greeted with skepticism if it seemed to be an effort
to undermine the system in Poland.)

"=~  polish reaction:

e Embassy Warsaw believes the Polish people would react 7??""
' favorably. : ‘ : ' T
° The Government's attitude is not clear; they would

seek to maximize control over the distribution of
any imported resources and would probably not agree
to the use of surplus zlotys. : o

SECRET
(entire text)
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-— Soviet reaction: They would probably oppose it since
they have been attacking private agriculture and the Church in
Poland (unless the funds were so substantial as to alleviate the
pressure for them to assist the Poles).

== U.S. reaction: . The Polish American community would
react positively so long as there were assurances that the
assistance was channeled through the Church, that it reached
its intended recipients, and we were not assisting the Polish
Government. ' o -

- Congreséional: Strong support by Poliéh—American :

Congressman; opposition by those who would read it as undermining
sanctions. :

Options:

‘There are several courses of action which the SIG should con-
sider:

1. Remand the proposal. for further staffing.

Those who favor this approach believe it is the only
logical course of action, given the large number of uncer-
tainties discussed above. Those who oppose remanding argue
that we will have lost a timely opportunity for political
gains with the Polish Church and Polish community.

2. Réject the proposal altogether

See "con" arguments above.

3. - Pursue thé initiative preferably with participation by our

allies but unilaterally if necessary. The announcement
would be linked to the Glemp visit. - _ v

" See "pro® atguments above.

”-4.“ : Proceed.with the proposal but limit any U.S. Government
; funding to zloty-denominated administrative expenses
‘(a variant of option #3).

- With no funding certainty, this would cast the proposal

- primarily as political encouragement for a strictly private,
undertaking with no assurances or responsibility for success
or failure. : :

o sEcrer . o
.o, % (entire text)

" Approved For Release 2000/03/31 : CIA-RDP83MO00914R000600110014-3




i SEyERECTTTY

_ o SECRET
, . (entire text)

-5

5. Request Secretagz Shultz to explore it with our allies at
the UN General Assembly, _ , -

a) as a U.S. initiative to gain allied support, or
b) only to sound out our allies on the concept.
Attachments:

‘Background paper on Private Sector Initiative

Draft Executive Order .
State paper on Reaction to Public Sector Init1ative
USDA Table on Food Aid to Poland

. SECRET
‘(entire text) /-
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I. !lckgrouha"'c The bn!tca States Government has proposed an
dnitistive wheredy the U.S. private sector would zender assistance
to the Polish privete Bector «- with primary esphasis on agri-

culture. %The initistive was conceived prior to the Polish Church's

vecommeniation for & five-year, $2.02 dillion “Poland Becovery
Plan” to aid the private sector, but coincides with the Church's
proposals. This initiative is perceived as a bumanitarian
“people-to-psople” effort, consistent with the Administratioxn's
policy towaré Poland. 1Iits purposes include: a) strengthening
the Polish private sector which has suffered from years of
inconsistent and arbitrary government interference and lJeck of -
" suitable investmernt, (b) sending a signal of moderation to the
Polish government without compromising the integrity of eur .
sanctions, (c) proroting in the long term a more moderate domestic
Polish policy as & result of strengthened free market forpes.

= As this is a f::lvau sector lnitiatln'; the official tnvoxvié
ment of the U.S. Governnent will be Kképt to a minimum,

== This initiative will not pullify dut rather support the
Allied declaration of January 11, 1922, and the three
- eriteria it endorsed. : , . AR
== ¥No detailed blueprint of the initiative can or should be
prepared at this timé for the private sector organizations
will be responsible for its preparation and implenentatioa.

== The funding sources are sudject to P038ible changs per
Televant discussions with Polish suthorities. The U.S.
is preparcd to manifest some Slexibilitys however, the
Polish government mus: be prepared to accept the general
framework of the initistive. ' .

YI. Establishment of Comﬁ!ssions' The tinfited States Government

- '4s establiching & Fresidential Commission to spearhead the

_ . effective performance of its functions

- sECRET

private sector assistance rrogram for Foland. The Commission
shall be composed ©f no more than 12 members to be appointed by
. the President. The 12 members will be drawn from the Polish-

Awerican community, labor, academia, the Church, farm nsocutiont.'

agricultural industries. One Commission.member will serve as a .
liaison to the Earcpean Community. Functions of the Commission

shall include a) assessing the current, condigion and needs of the
Polish private acricultura)l sector, bJ deviging and inplementing

an economic and technical assistence program to bolster the

Polish private sector == with emphasis on agriculture, €) generating

public support for the private. sector assistance initiative, 4)
coordinating the U.S. program with similar initiatives under- -

~ taken by our allics and/or leveloping a program Jointly with

them, and @) proviéing a Quarterly progress report to the ,
President. The Comnission will conduct regular wmeetings and . .
utilize such other proccdures as it may deem necessary for the -

- Y R -_:"': STl
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1I1. Funding: Fandj ' | o
from two sourcesj' “ng for the initiative wil) be derived

Private: o e v & . :
in SEFBbrt‘og tgzglzggofgzvat: Bector is expected to make do
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I. Background: The United States Government has proposed an

- dnitiative wheredy the U.8. Private sector would zendsr assistance
to the Polish privete sector = with primary esphasis on agri-
culture. The initistive was conceived pPrior to the Polish Church's
rvecommeniation for & five-year, $2.02 billion *Poland Recovery
Plan” to aid the private sector, but coincides with the Church's
proposals. %This initiative $s perceived as a huranitarian
“people-to-people” effort, econsistent with the Mainistratiox's
policy towaré Poland. 3ts purposes include: o) strengthening
the Polish private sector which has suffered from years of -
inconsistent and arbitrary government interference and Jack of -

- suitable investmernt, (b) sending & signal of moderation to the
Polish government without compromising the integrity of eur .
sanctions, (c) proroting $n the long term a more moderate domestic
Polish policy as a result of Strengthened free market forges. -

~= As this is a Frivate sectorx initiative, the ofﬂchl involve- .,
. ®ment of the U.S. Governnent will be képt to0 & minimum,

== This initiative will not nellify dut rather support the
Allied declaration of January 11, 1982, and the three
eriteria it endorsed. _ .

== No detajled blusprint of the initiative can ©r should be
prepared at this tiné for the private sector organizations
will be responsible for its preparation and implenentatioa.

== The funding sources are sudbject to possibile changs per
relevant discussions with Polish authorities. The U.§.
is preparcd to manifest some Slexibility; howaver, the
Polish government mus: be prepared to accept the general
framework of the initiative. ' .

Y1. Establishment of Commissions The United States Government
"3 establishing e Frosidential Commission to spearhead the o
private sector assistance pFrogram for roland. The Commission

shall be composed ©f no more than 12 members to be appointed by

|- .the President. The 12 members will be drenn soom (ol Polish-

Avwezican community, labor, scademia, the Church, farm associations,
agricultural industries. One Conmission .member will serve as a .-

- diaison to the Furopean Community. Functions of the Commission
shall include a) arsessing the Current, condigion and needs of the
Polish private acricultural gector, by deviging and implementing

an economic and technical assistance progran to bolster the '
Polish private secLor == with emphasis on agriculture, ¢) generating
Public support for she private. gector assistance initiative, 4) =
coordinating the U.S. program with similar dnitiatives under~ -
taken by our allios and/ox developing a program Jointly with
them, and e) providing » Quarterly progress report to the
President. The Comniesion will conduct regular meetings and
vtilize such other procedures as it may deam necessary for the -~

effective performance of its functions. . _

. SECRET -

- Baeom groper L
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By the authority vested in me as President by the
Constitution and statutes of the United States of America,

\

‘ and in order to assist and improve the well-peing of the

‘ .

| Polish people who kave endured many hardships, it is hersdy

ordered as follows: . ‘ 0 . [

Section 1. ELstablishment. (2) There is established
the Presidential Cmiuion on Private Sector Assistance fo
. Poland, which -han. be composed ©f not more than twelve memders |
from the p:lvaté secto:x cpyointed by the President.
' | (b) The President shall designate a Chairman and Vice
Chairman from among the members of the Commission.
Section 2. TYunctions. (a) The Cemmlcsion shall assess
the current condition ang nceds of thc Polish private agri- °
cultural cector} and, dévise and implement an economic and
-t;chnical prlvaﬁe scctor assistance program to bolster the
Polish private»agricultural sector.
(b) %his private sector assistance program shall include
plans {oz: | ;', - .’ - _
(1) generating publ;c support . for thi: private socto:
',assistance program; | . ;
(2). coordinating the United States privute sector prog:nn
wiﬁh ai@ilar p:ggrams undertaken by our European’ allies; ana}
| '{3) submittirg a quarterly progreu»ieport to the .

President. , . : S e f'.f *
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5 s.ction 3. aduxni:trativc Prnvicions. ta) The locrotlxy
of Aqricu!turc shall, to the extend permitted by lav and .ubg.ct
tc the availcbillty of Iunds. provide the Cbunitsioa with such

| administrative services, tundu. facilities, staf? and othsr -
support as may be secessary for the effective performance of S;l ”
functions. | | | :

" (b) Menbars of the Corwission shall serve witbeut»

cormpensation. While engaged in the work of' the cunnx.-xdh.

* menmbers may rcccive travel cxpenles. incluainq per dicn in
lieu of lubsiatence. as authorizoed by law ns u.s.c. 5701- - .
5707). ’ |

chtion 4. Generasl Provisions. (a) The Cbmniluion is

~ authorized to-conduct meetings and dtilize such other p:occdut.t *
‘as "it may deex neccssary, and under such eond;tion: it deenms
ap>roprizate, for the effective perfommance of its tunetions.
(b) The Commission shall terminate one year from tﬁ.

cdate of this Order.

o : T '...,- K ez

THE WHITE HOUSE
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USE OF CERTAIK POLISH CURRENCIES

- .
.

Scction e Delecations of Authoritz. (i) The functions

vested in the President by section 709 of the Intcrﬁationax
Secuzity and. Development Act of 1981 (Pudblic 1awv 97-113) utt;
zegard to programs in aqricultnrc. includins sctivities to lllilt'
the privato agricultuta! -ector in Poland, .re delegated ¢o thc i
Secretary of Agricultuxu.

(b) In carrying out thcse functions thc Sectetary of
Aqricu)ture shall coordinate hil activities with tbo:c of the |
Presidentxal Conmission on Private Sector Assistance to Pollnd‘
make available Polish currencies Teceived by the Unitea Stntcs.

from the April 1981 and October 1981 sale of Unitea Stltc: *

. Government-held dai') P{oducts to Poland in such amounts as

des;gnated by the P:esidcnt in advance to Unitod States private

sector groups in support of activities of common benefit'to the

people of the United Stztes and Polund which assist in meeting

.." .‘

[l

e <
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' Probable Public Reaction to Private Sector Initiative
to Assist Polish Agriculture

" also depend on how the idea was presented. An initiative by
- the American private sector to help the Polish people would

‘ policyg B L

Alliéd Reaction

West European governments and public continue to support -
strongly the provision of humanitarian assistance to the
people of Poland. 1In this regard, the September 16 meeting of
the European Parliament and resolution on Poland is instructive.
The resolution inter alia calls for stepped up food and i
humanitarian aid to the Polish people but demands that "no new
offers of credit and aid in any form whatsoever be made"

- beyond humanitarian assistance. 1In short, the resolution ,
. supports Western sanctions directed at the Polish government.

Thus, as long as the U.S. private sector initiative were
perceived clearly as humanitarian assistance and not indirect
balance of payments support for the government that would
undercut Western sanctions, the European public is

likely to be supportive. For the initiative to be perceived

as such, however, the crucial problems of the extent of USG
participation and the ‘amount of private versus public financing
must be adequately addressed: .

-- An assistance program of modest size earmarked for the
private Polish agricultural sector would be least
likely to be misinterpreted, or to send conflicting
.signals concerning U.S. sanctions policy.

—— USG participation, especially financial, would need to
be kept small to preserve the "private" character of
the U.S. initiative but not so small as to permit lack
of funds to endanger its viability. Conversely,
private sector support would need to be large enough to
make the exa2rcise credible. ‘ : ~

-- The Allies should be consulted in advance of the
announcement to avoid confusion and misinterpretation.

—~= GOP participation in administering the initiative,

o while unavoidable, would need to be kept to a minimum.
The Church and volags should have the principal responsi-
bility in channeling U.S. private assistance to Polish
private farmers. -

- The West European reaction to the US initiative would

gain strong approval. The Europeans, especially the Germans,
have stressed private relief efforts to Poland and would be

- pleased to find an American initiative which supported their

efforts. However, an initiative to help the Polish private

- sector specifically could be greeted with skepticism if it

seemed to be an effort to undermine the system in Poland.

" The initiative would require careful explanation to ensure

that it is not perceived as contradictory to our sanctions L

* Approved For Release 2009/03/31 : CIA-RDP83M00914R000600110014-3
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Polish Reaction

Embassy Warsaw believes that the Polish people are
prepared to react favorably to any U.S. initiative, especially
one 1nvolv1ng aid to private agriculture, an eventual
increase in the food supply, and expanded people-to-people
contacts. The Polish population would welcome this demonstra-
tion of continuing American interest in their personal
well-being. Solidarity's attitude is uncertain, but the
larger German bishops' scheme was reportedly explained to
Lech Walesa and received his approval, an indication that
the more modest U.S. proposal would also be welcomed.

Moreover, the US initiative would be well received by the

© Polish Church.

By contrast, the Polish govermment's attitude is uncertain.
Embassy Warsaw believes that a Presidential announcement whlch
reaffirmed USG sanctions pollcy while announcing an
initiative directed at private farmers might well lead the
regime to "reject the initiative out of hand". 1In any
event, the GOP would be extremely cautious in considering a
U.S. proposal and seek to maximize control over the distribution
of any imported resources. The GOP is highly unlikely to
agree to the use of U.S.-owned surplus zloties which represent
no new resources. Moreover, the GOP is likely to judge the
proposal in terms of "whats in it for us "with respect to
resource flows from the West.

Soviet Reaction

Moscow has been attacklng both private agrlculture and
‘the role of the Church in Poland. Consequently the Soviet
reaction will probably be negative. The motivation behind a
"private" sector initiative announced by the President and
containing possible U.S. Govermment financing would be
questioned. The USG would probably be accused of seeking to
build up the Church and undermine the Polish regime and
system which is precisely our intent.

' U.S. Reaction

Reaction to the proposed initiative from the Polish-American
community would be positive so long as they were assured
that the assistance would be channeled through, and monitored
by, the Polish Church and that it reached its intended L
recipients. The media reaction is likely to be skeptical
with a "wait and see" attitude regardiing the Commision's
report. Media skepticism will be heightened by the lack of
commitment, to any public feeling. General U.S. public
reaction is likely to be supportive, but muted.

- Approved For Release 2009/03/31 - CIA-RDP83M00914R000600110014-3 ;-
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Congressional Reaction

The Congressional reaction is likely to vary dramatically
from support by Polish-American Congressman who have backed
U.S. aid to private agriculture in Poland (i.e. the Obey
delegation to Poland), to opposition from many members who
will see the proposal as undermining sanctions. ' L

EB/IFD/OMA:THauser
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Clearance:EB/IFD:EConstable
' EB/IFD/OMA:PMcGonagle
EUR/EE:JDavis
PM:JAzrael.




$a1es

CCC-Sale to
CARE

Butter

- Cheese
NFDM "

Total

CCC Sale to
CRS

Butter

Cheese

NFDM
Total

Title II Donations

CARE

Corn Soy Blend
Corn Soy Milk
Nonfat Dry Milk
Rice

S.F. Rolled Oats.
Soybean 0il

Wheat Flour
Wheat Soy Blend

- Wheat Prot. Conc.
Peas - -

<. Butter

- Subtotal
Est. O0.T.
Total - -

£RS

" Nonfat Dry Milk
. Butter
Cheese
Wheat Flour
Rice
Soybean 0i1
Subtotal
Est. 0.T.
~ Total - -

" Grand Totéls:f -

| USDA/FAS/PAD 9-24-82

FOOD AID -~ POLAND

Sales and Donations
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94,315 ) 7'37“

933 .

_FY1982 | FY 1983
MTs $000 MTs $000
10,000 15,750 - -
13,080 3,200 - -
: ,000 . 700 - T -
78,000 3T.650 - —_—
600 66 - -
400 44 - -
8,000 880 - -
9,000 950 - -
(Estimated) (Proposed)
Programed Levels '
6,900 2,355 - -
8,913 3,169 4,000
1,400 , 202 9,052
2,000 594 . 11,800
1,500 ‘ 587 5,974
4,900 < 3,739 8,052
2,400 578 6,162
8,949 . 3,297 4,133 -
- T » 4,344 R
- = a04
36,962 - 14,521 - BTLI3T. 22,070
3,000 33 5,694
3,000 331 5,694 . -
3,000 - 331 .- 5,694
36,608 - 8,821 - 20,962 - 5 124
5,285 . 1,368 | | z,gsg B
6,460 - " 4,980 - 3,630 . 40
57,353 1#:31. L T5636 .8
L 9,500 . .- -

~7.778

P ; 43’911 SN
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'

ECONOMIC SANCTIONS IN FORCE AGAINST POLAND

u.s. SANCTIONS AGAINST POLAND:

1. Suspended all U.S. official and guaranteed credits for
Poland. _

2. Suspended Export-Import Bank's 11ne of export credlt
insurance for Poland.

3. Agreed with other creditor governments not to negotlate
rescheduling of off1c1al debt falllng due in 1982.

‘4. Suspended LOT c1v1l av1atlon pr1v1leges in the u. S. RS
5. Suspended Pollsh flshlng pr1v11eges in U.S. waters.
6. Stopped issuing export licenses for high—technology

items con31gned to Poland.

ALLIED SANCTIONS AGAINST POLAND:

~-- Suspended official credits to Poland for goods‘other than food.

- Agreed to suspend indefinitely negotiations with Poland
on rescheduling 1982 official debt.

-~ Agreed to undertake not to undermlne U. S. sanctions, and _
to maintain close consultations thh us to that end. '

. All the above measures remain in full effect, 1nc1ud1ng
those agreed to by the Allies. Some Allies are, however,
uneasy at the prospect of continuing indefinitely the ban on
rescheduling. The sanctions are having a substantial effect
on the weak Polish economy: Poland's imports from the West
in the first half of 1982 were 42% below the level for the
. same period last year, as a result. of our credit sanctions.
. The sanctions have been a major factor in the cont1nu1ng
decline in Polish industrial output and the sharp drop 1n
Polish living standards. . : e

Drafted:EUR/EEY:DRGrabenstetter -
Cleared:EUR/EEY:JRDavis :
- EUR:RBurt S
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effects on ADF, ADB, and World Bank legislation.
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AGENDA ITEM 4

U.S.~-INDIAN ECONOMIC RELATIONS

In order to safeguard important political and security interests
at stake in U.S. relations with India, the President has directed the
SIG-IEP to explore and present for NSC consideration ways in which :

- the United States might support India in its development efforts.

At an Interagency Group (IG) meeting on September 1 there was'
a consensus that (1) in the near-term and in view of India‘'s own

- priorities, we should focus on multilateral assistance and how

the United States should fulfill its commitment to higher levels

- of MDB hard window borrowing; and (2) for the longer~term, we should

take steps now to foster an economic relationship based more on
expanding commercial ties and less on aid. The purpose of the SIG
meeting is to consider steps we might take to fashion a more positive
economic relationship with India within the constraints of US policies
and regulations. 1If there is agreement, these measures could be '
transmitted to the NSC by September 30. x

l. Indian Borrowing from the World Bank. The United States

.should support growth in total Indian borrowing from the MDBs

in order to enable India to deal better with its development problems
and - to continue the liberalization of its economy. In addition,
given IDA/IBRD funding constraints, the more active participation

of a major new borrower (i.e. China), and an increased Bank focus on
the African region, growth in India‘'s FY 83-86 borrowings vis-a-

vis FY 79-82 borrowing will likely increase only in nominal terms.
The U.S. position on Indian borrowing from the World Bank, however,
must clearly reflect U.S. policies of reducing India's share of IDA
credits and moving India toward harder IBRD loans. The United States
will, therefore, work toward greater Indian access to IBRD lending,
within the limits of future replenishments and Congressional

‘appropriations, in.order to offset reductions of IDA credits to

India. .

2. Indian Request to Borrow from the Asian Development
Bank (ADB). Before the Gandhi visit, Treasury and State agreed that
the United States would see if it was possible to prevent India'‘'s
borrowing from the ADB through high level contacts with Japan and
possibly others. If preventing Indian borrowing seemed unrealistic, it
was agreed to seek to limit any such borrowing to a modest amount. _
Since then the Japanese have indicated opposition to Indian borrowing.
If they hold firmly to this position, the chances seem good of preventing
lending to India, without signicantly damaging bilateral relations via .
an overt U.S. campaign. The key to our strategy should be to work closely
with the Japanese and ADB management on this issue. If there e
were to be ADB lending to India, it could generate Congressional N
opposition to the ADB and possibly place all pending MDB legislation
at risk; e.g., Indian access to the ADB could have negative spillover

. Approved For Release 2009/03/31 : CIA-RDP83M00914R000600110014-3
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3. Indian Borrow1ng from the IMF. On the assumption of a con-
tinuation in India's good performance to date under the IMF program,
India's continued need for large balance of payments assistance,
and the appropriateness of the third-year targets, the United States
hopes to support the third year of the program. During the first
year of India's 3-year (1981-83), $5.8 billion Extended Fund Facility,
the Indians implemented the program well. Although the United States
abstained on the first year of the program because of doubts about
the need for a loan of this size and India's commitment to adjustment,
it supported the second year because the Indians had met all performance
criteria and were making significant progress on ach1ev1ng structural
adjustments, long advocated by the WOrld Bank as well as in the IMF
program. o R Lo el

. : o L
4. Expanding Commercial Ties. We are in the process of promoting
greater trade and technical collaboration with India, e.g, through
the planned OPIC and trade missions next year. We regularly discuss
the range of trade issues with the Indians. The Indians do not seem
to be interested in some commercial - related initiatives, such as
the North/South trade discussions in the GATT ministerial or a bi-
lateral investment treaty. The Indians do want greater access to
the U.S. market for their exports, but there are severe limitations
on the ability of the United States to be more open to Indian products.
Nevertheless, we could propose a meeting with the Indians at the
sub-cabinet level in order to explore trade and investment objectives
to determine the extent of mutual interest and to demonstrate U.S.
goodwill in seeking closer, mutually beneficial ties.

5. Congressional Views on India. 1India's current government
is giving greater scope to the Indian private sector, foreign in-
vestors, and market mechanisms in the country's economic development.
Recent changes in India's economic and foreign policy may not yet
have been recogniz2d in Congress. 1Its strategic interest to the
United States may not be fully appreciated. It has also generally
taken fairly pragmatic positions in international fora. If we are
to effect any improvement in U.S.-Indian economic relations, the
Administration should launch a quiet educational campaign on the
Hill to inform legislators about the recent evolution in India's’
economic performance and policies. :

Attachments . _ S L ’ o  1'; p_",ﬁf,gnggﬁf

" The attached paper from State pfovides background and a

‘'rationale for the President's directive on India and proposes

an overall economic strategy. There is also a paper which might- be
used for contacts with the Congress. Also attached are background
papers on the Indian business climate, climate for economic devel- -
opment, and U.S.-India trade relations prepared by the part1c1pants
in the 1IG meet1ng of September 1l on India. ' _
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An Economic Strate for Managin
Our Relations with India

India‘’s size, 1ndustrial muscle, nllitary capabilities and

- political stability make it an intrinsically important regional

power. These factors give India central importance in any

consideration of U.S. security interests in the South Asia

region and adjacent areas such as Southwest Asia and the
Persian Gulf. 1India is capable of taking actions which affect
those interests, particularly in Pakistan and Afghanistan. Aas
the President has directed, it is essential that we be able to
relate positively to India in its development efforts in order
to safeguard important U.S. political and security interests at
stake in our relations with India. ,

U.S. Objectives

Our approach to this task has had two objectives. 1In the
short term we want to avoid provoking Indian actions that could
be harmful to our security interests in the region of South and
Southwest Asia. Our strategy there is in significant part
premised on a militarily strong Pakistan capable of resisting
Soviet pressure from Afghanistan. If the Indians become
convinced that there is little advantage to them in a
constructive relationship with the U.S., and considerable
danger as a result of our r lationship with Pakistan, their
reaction could grow from critical rhetoric to more concrete
actions, possibly in concert with the Soviet Union. ' .

Our objective over the longer term should be to build a
relationship of mutual benefit with India which reflects its

intrinsic importance in South Asia and beyond. 1In doing so, .we

can serve a variety of important U.S. foreign policy
interests. First is a loosening of the close relations India
has had with the Soviet Union for the last two decades, .
including a more helpful stance toward efforts to bring about

Soviet withdrawal from Afghanistan. Second is the promotion of -
regional detente, particularly between India and Pakistan and -
'India and China, leading to greater stability in the area, 2

longtime U.S. goal. To the extent this can be achieved, it
will lessen India‘s felt need for a Soviet counterbalance to
the threats it presently perceives from Pakistan and China, and
the sensitivity to Soviet interests which this encourages.

. CONFIDENTIAL
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Indo-Pakistani and Sino-Indian reconciliation also will improve
the prospects for nuclear detente in South Asia. Further,
better Indo~U.S. bilateral relations can facilitate our wider ,
non-proliferation objectives in that they will provide a basis
for a constructive dialogue with India on nuclear issues. -
Finally, while India and the U.S. are apt to continue to find
themselves at odds on certain specific issues for the . : ‘
indefinite future, improved bilateral relations may, over time, .
have a positive spillover effect in the form of greater Indian
sensitivity toward U.S. interests in various international fora.

Developing A Strategy

Foremost among our assets is India's own desire for better

- balance in its relationships with the two superpowers. This
provides us with an opportunity. But to capitalize fully on i
we will have to be able to demonstrate to India that there are
tangible benefits to be derived from improved relations with
us. It is clear from Mrs. Gandhi's comments during her visit
that she closely associates improved relations with the U. S.
with greater U.S. sympathy for India's economic needs as India
‘6ees them. Both the will and the ability of the Indian :
Government to take U.S. interests into greater consideration in
its policies will be significantly influenced by our ‘
responsiveness in the economic area. In the short term that
means, above all else, multilateral assistance.

Mrs. Gandhi recognizes that the Indian economy is today far
stronger than it was 20 years ago and that it promises to be .
stronger yet in the future. Nonetheless, she and her chief
advisors see a transitional period ahead during which India
will continue to require assistance on concessional and partly =
subsidized terms. We can differ with India on the specifics '
(such as the length of the transitional period, the mix of _
funding, etc.). But we cannot be perceived by the Indians as .

~indifferent or even hostile to their economic interests if we

- are to take full advantage of the opening provided by the

- successful Gandhi visit which itself demonstrated the enhanced
possibility of India- taking U.S. concerns into greater account. .

Elements of the Strategy

Just as we have short and long term objectives with regard
to India, we need a strategy with short term and long term
_ elements for achieving our objectives. ° Economic and com-
- - mercial cooperation offers the most promising and effective
. ‘means to accomplish our objectives throughout this decade.. In
pursuing our strategy, however, we need to recognize the
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inherent limitations and constraints on both sides. Moreover,
we want our approach toward India to reflect clearly the
fundamental tenets of U.S. policy regarding Third World
development. This means, for example, ‘moving the Indians

'lgradually away from concessional credits toward hard loans and

opposition to Indian borrowing would gliminate this optiqn),"':

private financial markets, and encouraging them to allow a
greater role for the private sector in their development.

In the short term, both from the point of view of Indian = =

priorities and what we ourselves can reasonably do to protect
our interests we should focus on multilateral assistance. The
State-Treasury agreement reached just prior to the Gandhi visit
provides a framework for this. Growth in total Indian

borrowing from the MDBs will enable India to deal better with
its development problems and to continue its more liberalized
economic approach. 1Indian success in this regard will enhance
stability in India itself and the region at large. At the same .
time, the risk of India taking actions inimical to our ,
interests because of our policy toward IDA will be lowered.

Taking a reduction of India‘'s share of IDA-7 as a given,
there are three means of fulfilling the State-Treasury
agreement: , v .

l. More IBRD lehding (India‘'s share would have to be in-
creased sharply unless we reconsider our preference for not
accelerating the GCI); . -

2. An annual U.S. contribution greater than $750 million to
IDA-7 (thus offsetting somewhat the net effect of a reduced per-
centage share of IDA for India); and as a possible supplement

3. Some borrowing by India from the ADB (Japanese

None of these alternatives can be implemented without
difficult policy decisions and some combination of them may
prove desirable. State and Treasury will have to work closely
together in weighing the political and economic advantages and
liabilities of various scenarios. R _ o

vy
v

In the second half of the 1980s, as the considerable

investment in India's petroleum sector already underway begins -

to pay off in reduced (in real terms) oil import bills, we can
move increasingly to a relationship with India based less on
aid and more on trade and other private sector commercial
activities. The Indian economy is becoming more integrated
into the international economic system as evidenced by its

{ CONFIDENTIAL
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_ growing requirements for western technology, finance, and
-markets and by its improving business environment. We want to
encourage these directions so as to link India‘'s basic economic
interests more closely to the West, thus better protecting U.S.
security objectives in the region and promoting a more positive
Indian posture, and influence on Other developing countries, in .
multilateral fora. The key elements of the U.S. approach

| - should be to: - e _ S

== Promote commercial ties in order to increase Indian

. reliance on the U.S., strengthen the role of the (generally

‘ ~ pro-wWestern) Indian private sector, and build business con-
stituencies with a stake in each other's countries. Despite
the shortage of competitive export credit financing, there is

good scope for U.S. business in India's rapidly expanding -

- energy and electronics sectors. We want to stimulate greater
willingness by U.S. firms to consider collaborations in India
through such means as OPIC and trade missions, joint projects
in third countries, a bilateral tax treaty and encouragement of
a better business climate in India. .

: =- Consider ways to allow India to increase its ex orts to
| the U.S. in order to Btrenginen India's stake in the bilateral
‘relationship and provide an enhanced alternative to trading
with the USSR which offers flexible and advantageous terms.
Especially, in view of a growing debt burden, stagnating aid,
and a large balance of trade deficit with the U.S., the Indians
want to expand their exports to the U.S. market. They seek
more advantages under GSP and easier access for their products, -
both those currently being exported to the U.S. and the more
sophisticated ones they hope to introduce. Given the con-
.straints of policy and regulation on us, it will not be easy to.
devise meaningful concessions, as is evident in the current
negotiations of the bilateral textile agreement and the
- prolonged dispute over countervailing duties. It will be S
critical, however, to do so if the U.S. is to relate positively "' .
- to India in its development efforts in the longer term. St .

== Respond to Indian desires for closer bilateral 4
consultations on international economic issues in order to ,
foster Indian cooperation, moderation, and, when helpful to us,
leadership in Third World fora. India already understands that
its interests are served by practical cooperation with the IFIs
and by working with the Western market system rather than by

. Philosophical posturing in international fora. We should seek
to engage the Indian economy and policymakers in ways which
reinforce-this approach. Joint efforts in tackling such o
problems as foodgrain insufficiency in other LDCs would help - &
symbolize Indo-U.S. mutuality of interest. LET L e

Yo
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-~ Obtain assurances from India that controlled U.S.

| exports of high technology will not be diverted to the USSR nor
to nuclear proliferation. DOD, in particular, has been _

concerned about the extent of Soviet access to U.S. high
technology provided to India, and regularly resists the
granting of export licenses. We need to design a licensing
approach to India that both satisfies our security concerns and
convinces India of our reliability as a supplier of advanced
computers and other sophisticated technology. These and other
arrangements would tie India‘s modern economy closer to us over
the long term and tend to add distance in its relations with
the USSR. o

.. CONFIDENTIAL -
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"twould expect to support the third year of the program.
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Negative Legislative Views on U.S.-Indian Economic Relations

The Congressional attitude towards India is a major constraint
on expanding MDB lending to India or granting it any non-reciprocal
trade concessions. Misconceptions about India on the Hill may partly
account for this attitude. An Administration effort to correct the
state of misinformation on India might help defuse Congressional
opposition to Administration attempts to “"relate positively to India - |
in its development efforts,” as the President has directed. Recent
Indian economic successes and improvements in policy, as well as

‘background on Congressional views, are summarized below.

- the basis of the good performance to date and a continued : v ﬁﬁ

- India =-- Improved Climafe for Economic Development

 Prime Minister Gandhi's present government is giving
greater scope to the Indian private sector, foreign investors,
and market mechanisms in the nation's economic development
strategy. Further liberalization of the business environment
together with continuation of the responsible macroeconomic and
pricing policies implemented during the first year of India's 3-
year IMF program would make India a more open and dynamic
economy and one with which the United States could expect
greatly increased commercial ties. Some recent developments
encouraging for expanded U.S.-Indian economic relations are
summarized below: ' :

1. Three-Year International Monetary Fund Program

In November 1981, the IMF approved a three-year Extended
Fund Facility (EFF) for India. This loan, in the amount of
SDR 5 billion ($5.8 bilion), represents the largest loan that
any IMF member country ever received. '

» During the first year, the Indians implemented the program
well and important steps toward structural adjustment, long
advocated by the World Bank as well as the IMF, were taken.

Price controls on iron and steel were lifted. Significant
progress was made toward reducing government control of the o
cement market. Imports were liberalized. As percentage of GDP,
the government managed to reduce expenditures and raise revenues.
Monetary growth declined. Real interest rates available to

savers turned positive, reflecting both the decline in inflation .
and higher nominal rates. : S

In July 1982, the IMF approved the second year of the EFF
Arrangement. = Although the United States abstained on the
first year of the program because of doubts about the need for
a loan of this size and India‘'s commitment to adjustment, it
supported the second year because the Indians had met all
performance criteria and were making significant progress
towards achieving the necessary structural adjustments. On

need for large balance of payments assistance, the United States

AU
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2. Policy Toward Foreign Investment. Whlle the government retalns a
highly selective stance toward foreign investment, it has begun to
promote foreign "collaborations® (Indian parlance for direct invest-
ments or licensing agreements) to manufacture export-oriented products
or to provide technology not available locally. The climate has
evolved considerably from the 1970s when "Indianization® was on a
marked rise -- and Coca-Cola and IBM closed their Indian operations

as a result. Approvals of foreign collaborations have risen dramatic-
ally in recent years, and the United States has led all other countries
in the number of ventures. Despite a number of improvements, however, .
multinational corporations generally continue to be wary of India's
insistence on minority equity ownership for forelgn investors and

a significant export commitment. U.S. companies view India's ’
efforts with cautious optimism and feel that, although India has

. taken some measures to make foreign 1nvestment more attractlve,‘

more could be done.

3. Trade Policy. On April 5, 1982, the Indian Government announced
a new import/export policy which: 1) liberalized the import of :
raw materials, components and machinery to strengthen India‘s do-
mestic production base and to further stimulate exports; 2) linked
imports to export promotion for the first time; 3) simplified or
removed import procedures, encouraging manufacturers/exporters to
expand output and make their products more competitive in interna-
tional markets. It contained virtually no additional restrictions
and removed numerous procedural constraints across the board. It
signalled a marked acceleration of the trend initiated with the 1978-79
import policy, which was tentative and heavily qualified. 1India has
also aided U.S. objectives in North/South discussions on trade

in UNCTAD and in the GATT by taking positions considerably less
strident than many of its G-77 cohorts.

The tenor of U.S.-India trade relations will be affected in
considerable measure by India‘'s ultimate policy stance with respect
to the U.S. initiatives for the GATT Ministerial. The United States
has taken, and continues o take, gradual steps to improve our trade
relationship with India, particularly in view of India's import
liberalization moves. It should be noted, however, that even our
limited steps in this direction are made more difficult by India's
own policy positions (e.g., continued import restrictions on certain
U.S. products and disagreements about the administration of our o
countervalling duty law) and by the Congre551ona1 and domestlc criti-
cism these generate. - , .

Background

There is considerable opposition in the Congress, particularly -
among conservatives, to the past World Bank practice of allocating
40 percent of IDA resources to India. Increased IBRD and/or ADB
lending to India could also generate similar criticism, even among
non-conservative supporters of the 1nst1tut10ns.

: Critlcs of past MDB 1end1ng levels to Indla have clted both a
political and an economlc‘ratlonale for their position. ' On the

.- ‘Approved For Release 2009/03/31 : CIA-RDP83M00914R000600110014-3




" on IDA and GCI legislation.

A

Approved For Release 2009/03/31 : CIA- RDP83M00914R0006001 10014 3

1’:;

Eolltlca side, : Ind1a s often well publlclzed views on such issues as
Vietnam, Pakistan, and North/South have fostered a w1despread per-
ception that India's "neutral®™ foreign policy is both "pro-Soviet"
as well as detrimental to U.S. interests. ’

In the economic area, India is often perceived as one of the
classic cases where a combination of inward looking statist and
socialist policies have wasted or significantly diluted the impact
of large-scale foreign assistance inflows. Policies which have
discouraged foreign investment and other private flows -- rein-
forced by India's tendency to view North/South cooperation primarily
in terms of "aid" -- have also left India without the private sector
interests on which other major LDCs (e.g. Mexico and Brazil) can
rely to influence Congressional opinion. The fact that India is a
nuclear power which has not signed the Nuclear Non-Proliferation Treaty .
and the widely shared impression that India maintains high defense .=
. expenditures (fostered perhaps by its well publicized purchases of
- foreign military equipment) have further diminished Congressional
sympathy for India's development problems. (In fact, however, as
percent of GDP, India's defense expenditures are less than the
LDC mean, i.e. 3.08 compared to 3.95 for the LDC average).

On the other hand, there has also been broad Congressional
support for the Administration's position that concessional IDA
resources should be better concentrated on those low-income LDCs
© which, unlike India, do not have either the access to, or the ability
to sustain, both official and commercial borrowings on harder terms.-

In addition, budget conscious Congressmen have been wary of
India's large absorptive capacity, a concern accentuated by the
recent emergence of China as another potentially large claimant on
MDB resources. With regard to Indian access to ADB resources, there
is a strong Congressional feeling that Indian borrowing would be
highly detrimental to the ADB's other, generally small and medium
size, borrowers and fundamentally alter the nature and character of.

. the institution. (The fact that the ASEAN countries and Korea A
-,?currently receive 9C percent of the ADB's capital resources has been"
a major selllng p01nt for ADB legislation on the Hill.)

In sum, given current Congressional views, expandlng Indlan E
access to MDB resources could generate Congressional opposition
sufficiently strong to place all pending MDB legislation at risk,. ,
e.g. Indian access to the ADB could have a negatlve splllover effect '

Many members of Congress, and in partlcular those on the ’
- House and Senate trade subcommittees, view India as a difficult
trading partner that pushes for increased access to the U.S. :
market without demonstrating any willingness to open up its own market
~in return. Many in Congress strongly opposed as too weak the commitment
on subsidies which Ambassador Brock signed with the Government of
India in 1981. Further, some believe India should be treated as a

" more advanced developing country and should graduate to some degree

- from the preferential trade status it now enjoys. Thus, Congress is
.-unlikely to look favorably upon Administration proposals for 1ncreased
?.non-rec1proca1 trade conce551ons for Indla. o S . :
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CHANGING INDIAN BUSINESS CLIMATE

Prime Minister Gandhi's present government has come to recognize

that the Indian private sector and foreign firms can make important
contributions to India's economic development. If current policies
~are maintained and expanded, India could become a more open and
dynamic economy. The United States has tried to encourage this
liberalization in bilateral meetings with Indian government
officials. We have also tried to foster greater awareness in both
countries' private sectors of the new opportunities for increased
trade and investment ties. : S : S
Industrial Policy.: Since independence, India's industrial policy
has emphasized import substitution, heavy industry and state '
capitalism. The record of India's nationalized industries, which
hold 3/4s of the country's industrial assets and contribute only 1/3
of its industrial output, has resulted in a situation where
industrial jobs have not kept pace with growth of the labor force.
Former Prime Minister Desai began and Prime Minister Gandhi has
continued to try to reduce obstacles to business growth. Prime
Minister Gandhi's relations with large private industrial firms have
been good. Her present inclinations suggest that the private sector
may enjoy a freer hand over the next few years. '

Last year, India introduced a series of measures to promote

industrial production including provision of institutional finance

for modernization to all industries and simplification of industrial
licensing procedures. Units producing solely for export are now

exempt from controls on expansion, import duties, local excise taxes :
and limits on foreign ownership. Previously, only companies setting. |
up in two specially designated export zones (one in Bombay, the :
other in Kandla) had been given this status. Now the whole country

is, in effect, an export zone. o L

Trade Policy. On April 5, 1982, the Indian Government announced a -
new import/export policy which: : Ce S

gi.Liberalizes the import of raw materials,'cdmpohents andz
- machinery to strengthen India's domestic production base and to
. further stimulate exports. R I T R

Links'imports to export promotion for the first time.

ey

Simplifies or removes import procedures, encouraging " .
manufacturers/exporters to expand output and make their products
. more competitive in international markets. ' ' '

It contains virtually no additional restrictions and removes

numerous procedural constraints across the board, representing a
signficant disengagement of the import regulatory mechanism. It
signals a marked acceleration of the trend initiated with the

Y
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1978-79 import policy, which was tentative and heavily qualified.
The policy entails a considerable risk, since it removes many of the
qualifications implicit in the 1978-79 policy, reduces significant
procedural impediments to imports, and does so at a time when .
India's foreign exchange reserves are declining. India faces a near
record level trade gap. 1Indian export growth has been slow due to
~domestic supply constraints, the strong pull of the large domestic
market and an increasingly unfavorable international trading
environment. : ’ ' 4 - s

Foreign Investment Policy.  While the government retains a highly
selective stance toward foreign investment, it has begun to promote
foreign "collaborations®™ (Indian parlance for direct investments or
licensing agreements) to manufacture export-oriented products or to
provide technology not available locally. The climate has evolved
considerably from the 1970s when "Indianization" or greater Indian
ownership of industry, was on a marked rise~-and Coca-Cola and IBM
closed their Indian operations as a result. Approvals of foreign
collaborations have risen dramatically in recent years, and the
United States has led all other countries in the number of ventures.

U.S. Policy and Initiatives. The United States has tried to
encourage Indian government officials to continue in liberalizing
‘directions. While the Indian Government's continuing actions
indicate commitment to these policies, there are a number of risks
involved. Should the Indian economic situation and balance of
payments deteriorate seriously, the Indian Government could come ,
under increasing pressure to replace controls and protect the home
market.

.In an effort to translate this liberalized business climate into the
- reality of increased commercial relationships, the Commerce - -
Department is attempting to encourage Indian companies to look to

the United States for technology as well as equipment. Commerce is
also attempting to make U.S. business aware of the changing Indian
business climate and the new opportunities it offers. . L
Secretary Baldrige invited the Indian Minister of State for Science °

and Technology to visit the United States last May in order that he

might become ‘acquainted first-hand with the latest U.S. innovations

in his fields of interest. Commerce also was heavily involved in

the planning and support of an eleven-city U.S. visit by leading

‘Indian industrialists from the Indo-American Chamber of Commerce

last spring. The aim of this mission was to update U.S. business
perceptions of India and to stimulate interest in collaborative

arrangements with Indian private firms.

 Commerce:
'R.D.Harding

L. % UNCLASSIFIED ..

e _. EREA

Approved For Release 2009/03/31 : CIA-RDP83M00914R000600110014-3




* " Approved For Release 2009/03/31 : CIA-RDP83M00914R000600110014-3 - . -

INDIA - IMPROVED CLIMATE FOR ECONOMIC DEVELUPMENT

I. Background - Development Progress

The Indian economy in 1981/82 demonstrated conditions of continuing growth and
stability. Real growth was 5% and in line with the GOI's (Goverrment of
India's) target for the current Sixth Five Year Plan.. Foodgrain production
exceeded by 3% the previous year's level and reached a new record of 134
million metric tons. India appears to have its foodgrain supplies under a
sound management system which will assure it food security under all but the
most severe drought conditions. Increases were recorded also in industrial
production and in exports, the former by 8% and the latter by 11%. O0il
imports decreased by 8% as a result of increased damestic oil production,
providing relief to the balance of payments deficit. The IMF recently
approved a second tranche of its $5.6 billion loan to help meet the balance of
payments deficit. Shortages in the supply of industrial products were also
significantly reduced as administrative and distribution bottlenecks were
ameliorated. On the investment side, both public and private corporation
levels increased significantly over prior years. Inflation, which had been on
an accelerated course, was decelerated. In short, the Indian econamy is ~
healthy and following the right path to further growth and assured stability.
The climate it provides for broad-based development efforts is agreeable and
conducive to these efforts.

II. Agricultural Development A
A. The Spread of Agficultural Technology

The adoption of producer oriented pricing policies, a strong emphasis on
research and extension and the introduction of High Yielding Variety (HYV)
strains on wheat and rice had a dramatic impact on Indian agriculture. As of
1981, HYV wheat accounted for 80 percent of all wheat acreage and HYV rice
accounted for 52 percent of all rice acreage. Wheat and rice have averaged
ammual yield increases of 1.8 and 1.6 percent respectively since 1970.

. Cereals production has nearly doubled since 1965.

- Irrigated areas have increased from 18 percerit to 29 percent of net sown area

~ training and technology development. LT

over the past 30 years. However, production is still heavily dependent on the '

highly variable summer monsoon rains. Continued expansion of the irrigation
systems is essential to increasing foodgrain yields and net incames to T
farmers. India plans to double its irrigated acresge from 55 million hectares

to 107 million hectares by the year 2000. Over the past 3 years, the GOI has

.shown an increasing awareness that effective irrigation systems require more =~

than proper engineering structures. The GUI has demonstrated a determination
to address the managment and institutional constraints on the efficiency of
current and planned irrigation systems. Given the availability and quality of
U.S. expertise in this area, the GOI is highly receptive to U.S. technical
collaboration in developing new institutions for irrigation management, - .
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III. Econamic Reforms

India has introduced a large number of policy reforms in response to donor
entreaties (especially from the IMF and the IBRD) but also as part of its
recognition of the need to introduce major reforms if the Indian economy is to
8row at a rate greater then its population. This section will briefly discuss
sawe of the changes made in four sectors of the econamy. -

A. Prices/Subsidies

An integral objective of the Donor Commmity and India has been to increase
prices administered by the government so as to rationalize the pricing system
and reduce the burden on the goverrment's budget. For example, petroleum
prices were revised substantially in June 1980, Jaruary 1981 and July 1981.
Petroleum prices are currently considerably above oil import costs and
constitute progress toward the more efficient utilization of gasoline and its
conservation. The July 1981 adjustments tripled the price of e
domestically-produced oil, the first increase since 1975. Also, steel and
aluninium prices were raised by about 18 percent and 20 percent respectively;
pig iron was raised by 38 percent; fertilizer prices were raised in FY »
1980/81, resulting in a savings in the fertilizer subsidy bill of RS 10
billion. ' :

B. Trade

Since 1980 a mumber of reforms have been introduced to stimulate exports and
remove restraints on imports. Specifically, a scheme for 100 percent export -
oriented units now permit these units to be set wp amywhere in the country
with the same duty-free access to imports that normally are provided only in
free trade zones. An Export - Import Bank was established in 1980 to finance
long-term export credit. A new scheme was introduced to meet the import
requirements of the small-scale industries through export houses and the Small
Industries Corporation of the State Goverrments. In addition, forty-seven
~ items were added to the 1list of items eligible for duty drawback on exports
and restrictions on imports have been relaxed to permit increased access to
raw materials and intermediate goods. A large mmber of goods can now be
imported under an open general license. Moreover, the GOI has made an

- explicit camitment to the IMF that it v_vill pursue realistic exchange rate | o s

policies. E

C. ég_:;l_culture

Agriculture contributes 40 percent of India's GQP. The growth of agricultural -~
production, particularly foodgrains, generally has been satisfactory in the -
past few years. This growth results from a number of factors, including
irrigation and HYV, but also from several policy reforms that moved the
agricultural sector in the right direction. o _

L S
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--Support prices for foodgrain have been increased by 10 percent for paddy
and 11 percent for wheat. : : E

=-Official grain stocking efforts have generally been successful and
prevented serious disruption to food supplies due to the 79/80 drought.
In order to ensure that stock levels are maintained, the GOI imported
grains in 1981 and 1982. ‘ o

D. Private Sector

- Policies relating to private sector industry are aimed at encouraging ‘
production, investment and econamic efficiency. In July 1980, the GOI issued
an ''Industrial Policy Statement' that permits autcmatic capacity expansion
approval for 19 industries (in addition to the 15 industries that previously
had received this approval). At the same time, incentives were established
for any unit that is 100 percent export oriented; this includes duty free
imports of capital goods and raw materials and concessions in central
goverrment exise taxes. In 1981, 14 groups of industries were added to the
list of those eligible for specific investment related tax concessions and .
surcharges on incame tax payable by all classes of campanies were reduced from
7.5 percent to 2.5 percent. Also, in 1981, the GOl permitted the private
sector to establish new power plants to supplement public sector electricity
generation. _ . « L ' o

IV. Role of Foreign Assistance
A. Official Flows .

The concessional assistance provided primarily by the members of the World
Bank-led India Aid Consortium, and the balance of payments relief from the
IMF's Extended Fund Facility (EFF) play very significant roles in agricultural
development and in macroeconamic policy reforms. . '

The major donors in the asgriculture sector, the World Bank and the U.S. ,

emphasize increasing the efficiency of irrigated water use through :
camplementary capital and PL 480 Food for Work projects, although their

approaches differ. Nevertheless, the technological changes that are being = -
introduced through both donors projects agree and are producing policy changes .~
to improve how irrigation systems are constructed, operated and maintained. I

All of the donors with major programs in any agriculture sub-sector, e.ge, .
irrigation, extension, research, are influencing policy changes in that -
sub-sector, regardless of whether the change has a production, technological,

or administrative focus, or a combination of these. To a lesser extent, '
donors have been able to influence key areas of overall sector policy, such as
procurement pricing, subsidies, and food stock levels. - o o
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B. Private Foreien Investment

fims. The result has been an outflow of investment funds by investors weary |

policy is emerging, primarily due to the country's need for new technology and
8 severe balance of payments deficit. Despite a mmber of improvements,
however, multinatiogal corporations in general continue to be wary of India's

cautious optimism and feel that, although India has taken same measures to
make foreign investment more attractive, more could be done. .

The Uniﬁed States is the second leading source of foreign irwéstment in India
behind the United Kingdom. At year end 1980, the U.S. direct inve§tme11t

1975. 'Ihe United States followed closely by the U.K. and Germany, has emerged

the amount of foreign equity investment was extremely small--a total of US
$70.6 million in the years 1971-80. US campanies again tended to have a
relatively higher proportion (22 percent) of financial participation.

earlieq: years.
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-partner which pushes for increased open access to the U.S.

-and should graduate to some degree from the preferential trade -
‘status it now enjoys. Thus, Congress is unlikely to look '
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U.S. - INDIA TRADE RELATIONS

DESCRIPTION

Trade has been a dynamic and generally constructive element

in our bilateral relations with India. Bilateral trade has
nearly doubled in recent years, increasing from $1.5 billion in
1977 to $2.9 billion in 1981. U.S. agricultural exports to India
also are significant and have grown substantially -- from $256
million in 1970 to $476 million in 198l1. In addition, India is a
major participant in the U.S. GSP and has doubled its duty-free
shlpments under the program from $76 million to $161 mllllon

The Unlted States in the past has taken various steps in
the trade area to aid India. Spec1flcally, '

- We have added 11 products to our GSP ellglble llst
‘ ~at the request of India. :

- We accepted another 3 Indian requests for considera-
~tion during this year's GSP product review.

-- We have consistently redesignated India on all
eligible GSP trade. -

- We have not graduated India on any GSP product.

- ==  Specifically at the request of India, we have
: established certification procedures to allow
inclusion of folklore textile products in the

GSP. . v

We can continue to aid India through these and other such
measures, but there are considerable difficulties associated
with moving too quickly or too far in this direction. Many
members of Congress, and in particular those on the House and
Senate trade subcommittees, view India as a difficult trading

market without demonstrating any willingness to open up its

own market in return. Many in Congress strongly opposed as too
weak the commitment on subsidies which Ambassador Brock signed
with the Government of India in 1981. Further, some believe
India should be treated as a more advanced developing country

favorably upon Administration proposals for 1ncreased non-
reciprocal trade concessions for India.
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- would have been considerably easier had the countervailing duty
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Further, India's own policies sometimes have complicated

our bilateral and multilateral trade relationship. 1India
applies import restrictions against certain U.S. products
which have had an adverse effect on our export opportunities
there. They also disagree with certain aspects of U.S.
administration of its countervailing duty law and have
threatened to challenge us in the GATT on those points. Most
recently, India has been reluctant to support -- and has ‘
indicated that it may even oppose -- the various initiatives
which the United States proposes for con51deratlon at the
November GATT Mlnlsterlal. '

However, there are several brlghter aspects of our trade
relationship which may to some degree counterbalance these
negative points. 1India in recent years has taken steps to
liberalize and streamline its overall import regime, a trend
which the United States strongly supports. India also has
aided U.S. objectlves in North/South discussions on trade in
UNCTAD and in the GATT by taking positions considerably less
strldent than many of its G-77 cohorts.

The tenor of U.S.-India trade relations will be affected

in considerable measure by India's ultimate policy stance with
respect to the U.S. initiatives for the GATT Ministerial. The
United States has taken, and continues to take, gradual steps

to improve our trade relationship with India, particularly in
view of India's import liberalization moves. However, even our
limited steps in this direction are made more difficult by India's
own policy positions and by the Congressional and domestic
criticism they generate. For example, in the subsidy case on
industrial fasteners, India refused to provide information

which would have enabled Commerce to set the countervailing duty
rate at the real level, presumed to be quite small, rather than
at the imputed rate of 17.5 percent. India's unwillingness to
submit such information placed USTR in a very difficult position
when the domestic industry pressed for expedited removal of the
products from GSP following Commerce's announcement of its
intention to revoke the countervailing duty order on the duty-free
fastener items. Ambassador Brock ultlmately decided in India‘'s
favor by refusing to expedite the GSP review, but his decision

originally been set at the actual rate rather than the inflated
rate of 17.5 percent. _ :

Given this general context, it would be extremely difficult
domestically for the Administration to propose that the United
States institute special trade measures for India's benefit.

Recommendation

That no major package of trade concessions for Indla be
contemplated, although the USG would continue to make 1nd1v1dual
trade decisions whlch are benef1c1al to Indla, provxded that they
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support U.S. positions in the GATT Ministerial and continue

to make progress in liberalizing their import regime, especially
in cases where U.S. export inte:ests are affected.

USTR: MCoyle: 9/10/82
: 395-6813
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